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KEY ECONOMIC INDICATORS 


All values in million US$ Exchange rate (financial market) 
unless otherwise noted as of Dec. 1973:US$ 1.00=9.98Arg.$ 
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INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Market Prices (millions 225,739 362,932 
of pesos) 1/ 
GDP at Constant 1960 Market Prices (mil- 16,416 17,296 
lions of pesos) 
GDP at Constant 1960 Market Prices 2/ 19,850 20,914 
Per Capita GDP Constant Prices 3/ 829 860 
Gross Domestic Investment 4/(millions 3,815 3,748 
of 1960 pesos) 7 
Indices: (1960=100) 
Industrial Production 5/ 197 211 
Ave. Labor Productivity NA NA 
Avg. Industrial Wage 6/ 1,631 2,859 
Personal Income (millions of current (69) 30,939 140,672 
pesos) 7/ 
Employment (thousands) 8/ (69) 6,446 9,250 
Ave. Unemployment Rate (October) 9/ 5.5 4.5 


MONEY AND PRICES 


Money Supply (millions of pesos) 10/ 69 ,926 
Public Debt Outstanding Domestic (mil- 29 , 706 
lions of pesos) 11/ 
Public External Debt 12/ 3,559 
Interest Rates (Commercial Banks) 18-20% 
Indices: (1960=100) 
Retail Sales Prices (Dec. ) 1,8: 2,662 
Wholesale Prices (Dec.) ‘ 2,200 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 13/ 1,462 
Balance of Payments (Deficit or Surplus) + 731 
Balance of Trade 1,072 
Exports (FOB) 3,275 
US Share fh 
Imports (CIF) 2,201 
US Share 20.9 
Main Imports from US: 14/ Jan-Nov 
Cereals ont 84.3 
Boilers, Machinery & Parts 71.8 
Iron & Steel Products 56.3 
Organic Chemicals 39.3 
Mineral Fuels & Mineral Oils 22.9 
Vehicles, other than railway & tramway 21.8 
Electrical machinery & equip. 21.0 
Miscellaneous Chemical Products 17.3 
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KEY ECONOMIC INDICATORS 
GDP at current market prices estimated on basis of most recent 
GOA data available. 


GDP at constant 1960 prices converted to dollars atthe exchange 
rate of 82,7 pesos to the dollar. 


Population based on 1970 census of 23.25 million; extrapolated 
at 1.5% rate; 1972: 23.95 million; 1973: 24.31 million. 


Constant 1960 pesos. Includes investment in plant, equipment 
and inventory changes. 


Based on Central Bank annual report. 
Ministry of Finance data, nominal increase. 
Plan Trienal data ;(69) latest data available from Central Bank. 


1973 data Plan Trienal; (69) latest data available from Central 
Bank. 


Unemployment figure corresponds to Federal Capital and Greater 
Buenos Aires. 


10/ End December data, includes official deposits. 


11/ End December net value of debt instruments issued by Federal 
Government. 


12/ Capital only, end December figures. 


13/ Central Bank and Monetary Institutions. 


14/ INDEC (Instituto Nacional de Estadfstica y Censos). 





Summary 


There have been surprisingly few significant new developments affect- 
ing economic trends since our last report. None of the important 
questions outlined in that report has yet been resolved. After a 

year of the present administration, the business community is still 
pervaded with uncertainty which has slowed to a trickle new investment 
in plant and equipment, both foreign and domestic. Government spend- 
ing has continued to increase while private spending is down. We 
expect this trend to continue. 


The major features of the economic landscape are: a) A serious 
inflationary process accelerated by government deficit financing and 
partially concealed by price controls; b) Increasing shortages of cer- 
tain basic raw materials and intermediate products, both imported and 
domestic; c) Ever-increasing government control over almost all aspects 
of the economy; d) Terrorism directed against big business in general, 
but principally against foreign-owned companies, which has caused an 
exodus of foreign executives; and e) Good agricultural prospects for 


this crop year. (Political and economic uncertainties were 
intensified hv the death of President Juan D. Peron on 
July 1, 1974.) 


Strict government controls over the economy are likely to last at ieast 
another year, according to government spokesmen. Controls are becoming 
less effective as people find ways around them. New controls designed 
to enforce the existing ones have been proposed to the Congress. 
Selectively administered price controls in the face of rising costs 
have drastically reduced business profits. There is much unrest in 
organized labor, since many workers apparently feel that recent wage 
increases are insufficient to offset price increases. This has led 

to slow-downs, wildcat strikes, and "occupations" of factories by 
workers. 


The main bright spot in the economy is the agricultural export picture. 
An excellent grain crop this year should more than offset the decline 
in meat exports due to European Community restrictions. A large favor- 
able balance of trade is likely, and possibly an overall surplus in 





the balance of payments. Foreign exchange reserves are now at their 
highest point since immediately after World War II. Logically, and 
under international trading rules, this should call for a relaxation 

of import restrictions and an increase in purchases from abroad. How- 
ever, we understand the GOA will seek to continue building exchange 
reserves. A relaxation of import restrictions seems unlikely but could 
come if shortages of raw materials and intermediate goods begin to cut 
exports of manufactured goods. 


Overall prospects for U.S.-Argentine trade remain reasonably good, des- 
pite such negative factors as recent moves by the Argentine Government 

to shift its sourcing of much capital equipment to Eastern Europe. The 
basic Argentine productive apparatus - both industrial and agricultural - 
is sound, and the economy can easily afford over $2 billion dollars 

worth of imports this year. The government will be the biggest customer, 
and the most successful exporters will be those having the most knowledge- 
able and best connected agents, and who cooperate closely with this Embassy. 
A number of large projects offer good sales prospects. Moreover, an 
expenditure of some marketing effort now in simply keeping the latest 

U.S products and technology before the Argentine business public could 
pay excellent dividends later when private capital spending revives. 


Current Economic Situation and Trends 


Gross domestic product increased 5.4% in 1973, compared with 3.8% growth 


in 1972. A major weakness in development performance was that gross 
domestic investment declined 1.8 percent. Inventory was depleted and 

new investment in plant and equipment did not materialize. Industrial 
production grew quite well (6.9%); and agricultural output increased 
strongly (11.1%). The rate of economic growth slipped during the first 
quarter 1974, but showeal signs of recovery during the second quarter. Posi- 
tive factors in current growth include strong export performance, excellent 
grain crops, and buoyant internal demand. A survey by a respected research 
institute estimates industrial production could increase 9% this year, 

with significant output increases for State controlled entities. Overall 
GDP growth could be slightly above 5%, if favorable external conditions 
hold. 


Nevertheless, the outlook for the remainder of the yar is rendered uncertain 
by serious problems in the private sector. Profits remain depressed, and 
private investment in plant and equipment is not recovering. Commercial 
activity has become increasingly entangled and slowed by complex Govern- 
ment controls. Shortages of critical material inputs is becoming an es- 
pecially serious issue. While the problem is worldwide in scope, it has 
been aggravated domestically by economic distortions resulting from long- 
continued price and wage controls (the so-called Social Pact) and by 
heavy export emphasis. Many producers are withholding goods from the 
market in expectation of higher prices, or selling in the black market. 
The GOA has felt sufficiently concerned to establish a special Office of 





Critical Materials in the Economics Ministry to monitor developments on 
shortages and take remedial action. Unless these problems are resolved, 
the predicted rates of production and growth will suffer. 


One of the major question marks in the current economic picture is the 
future of the Social Pact and its wage-price control program. In March 
1974, after almost a year of wage-price freeze, the Government recognized 
that adjustments were necessary and agreed with major business and labor 
confederations on a more flexible Phase II program. Wages in general 
were raised 15-20%, and large pension increases were announced. Most 
public utilities raised their tariffs 10-15%, and gasoline prices were 
hiked 80-100%. To offset cost increases, the Government has been grant- 
ing selective industrial price increases averaging 5-10%. 


Reaction to Phase II has been mixed, and there are increasing signs of 
disenchantment with the Social Pact. Companies complain that price 
increases under Phase II are not sufficient to provide for adequate 
profits, and indeed many show sizeable losses. They are discouraged 

by slow response of Government officials, and lack of incentive to 
efficient production. Recently, rank and file labor has become increas- 
ingly restive with economic conditions. Their dissatisfaction with the 
Social Pact is being reflected in an increasing number of wildcat strikes 
and occupation of plants, in defiance of the counsel and orders of union 
leadership and the Ministry of Labor. These tactics have been success- 
ful in obtaining increases considerably superior to those authorized 
under the Social Pact. On June 12, the GOA took action to deal with the 
deteriorating situation. President Peron addressed the nation request- 
ing cooperation, and the major labor confederation (CGT) quickly organi- 
zed a general strike and massive demonstration to support the President. 
Based on these and other developments, some further adjustments to the 
Social Pact may be forthcoming. 


One result of Phase II wage-price increases has been renewed concern over 
inflation. In March 1974, the Government was reporting an annual rate 

of inflation of 14% (in COL index), as against nearly 80% in May 1973, 

to demonstrate the effectiveness of the wage-price freeze. Based on 
Phase II adjustments, the GOA is still predicting an increase in the cost 
of living index of 15-20% for 1974, but many observers have noted the 
difference between official statistics and actual price conditions. The 
general feeling is that inflation in 1974 will be much greater than offi- 
cial predictions. 


Behind renewed inflation problems is continued uneasiness over the possible 
impact of expansive monetary and fiscal policies. The money supply is 
expanding at a torrid pace. As of end May, the annual rate was 90 per- 
cent. On May 1, interest rates on loans and deposits in financial enti- 
ties were selectively lowered by up to 4 percentage points. While this 
measure may help the corporate profits situation, it is also likely to 





increase the inflationary impact of monetary expansion. Fiscal expen- 
ditures have been rising sharply to cover salary increases for public 
sector employees. Expansion of credit to the public sector remains 
the principal cause of money supply increase. Based on first quarter 
data, the fiscal deficit could easily approach last year's record with 
the Central Bank again the principal source of finance. 


In order to drive the economy forward, the GOA has given top priority 
to expanding public sector investment. The GOA is emphasizing import 
substitution projects in heavy industry sectors such as steel, petro- 
chemicals and electric power. Work is also planned or in progress in 

a variety of other areas including low-cost housing, fishing, ship- 
building, and port expansion. Most major public investment projects 
actually in progress are those inherited from the previous administra- 
tion, while the new ones are still in the planning or feasibility stage. 


The GOA is looking to the Socialist countries for assistance with the 
public sector investment program. Minister of Economy Gelbard recently 
returned from a highly: publicized trip to the USSR, Czechoslavakia, 
Hungary and Poland with important new credits mainly for import of hydro- 
electric, petroleum and petrochemical equipment. While actual trans- 
actions under these credit lines cannot yet be predicted, it is probable 
that the Socialist countries will play an increasingly important role 

in Argentine heavy industry and infrastructure, and could become more 
important markets for Argentine grain and meat exports as well. 


Foreign trade developments are continuing to exert a favorable influence 
on growth prospects. In 1973, export receipts jumped 68.6% to a record 
level of 3273 million dollars. The expansion was based primarily on 
outstanding grain crops and sharply increased world food prices. Imports 
totalled only 2201 million dollars, which represented a small nominal 
increase over 1972 but a 4.1% decline in real terms. The low import 
level, in part due to GOA controls, has contributed to domestic material 
shortages and inflationary pressure. This year, exports are again 
soaring and the total value could reach $3400 or more. Grain crops, 
particularly corn and sorghum, are at record levels and exports are 
moving in a satisfactory manner, although delays due to port conditions 
and lack of shipping and storage facilities have been noted. There is 
continued confidence in high receipts from grain exports despite recent 
declines in world grain prices and expectations of excellent crops this 
year in the United States and elsewhere. The export picture would be 
even more optimistic were it not for the adverse meat situation. During 
the first five months of 1974, meat exports were down sharply, as a 
result of EC restrictions and a variety of internal problems. The GOA 
has recently adopted new measures to improve the situation of the meat 
industry but the outlook is still very uncertain. Overall imports this 
year may reach about $2850 million, with additional costs of crude oil 
an important factor in the increase. The GOA has shown few signs of 
readiness to ease import controls generally, although it may take 





special steps to facilitate imports of materials in short supply. The 
trade surplus in 1974 is expected to be in the $500 - $700 million 
range, and a small overall balance of payments surplus is possible. 


The GOA has continued to give top priority to export expansion, especially 
non-traditional manufactured products. Currently, non-traditional exports 
receive numerous special benefits including substantial cash subsidies, 
ample low-cost bank credit, and a favorable exchange rate. The Central 
Bank has granted liberal credit lines to various Latin American countries. 
The 200 million dollar renewable credit to Cuba, signed in August 1973, 
was the first and most important credit of this nature granted by the 
Peronist Government. U.S. automobile companies are now participating in 
the expanding trade with Cuba, following a decision from the Treasury 
Department authorizing such transactions. 


On the basis of its strong trade position, and assisted by continued 
trade and capital controls, the GOA has increased foreign exchange 
reserves from 541 million at end December 1972 to approximately 1620 
million dollars at end March 1974. The strong reserve position has 
facilitated access by the GOA to external credit sources. The public 
sector, including both the Treasury and public entities, has obtained 
substantial amounts of new financing from foreign commercial banks. The 
GOA is also requesting increased loans from the World Bank md the 
Inter-American Development Bank. Repayment of such long-term credits 
would not adversely affect the balance of payments in the short run. 
However, Argentina has particularly heavy public and private debt obli- 
gations coming due in 1975. Continued balance of payments strength and 
access to international capital inflows will be important factors in 
maintaining future external financial stability. 


The GOA has announced its desire to obtain new foreign investment under 
certain conditions, to improve its international payments positions and 
complement domestic capital formation. In general, foreign investment 
has not materialized, although the GOA recently announced an important 
new project: a joint venture between the Italian Montedison combine 

and the State owned oil company YPF for petrochemical development. Pri- 
vate foreign investment has been adversely affected by uncertain poli- 
tical and business conditions. Security problems have been an especially 
negative factor; many American and other foreign-owned companies have 
withdrawn foreign personnel from Argentina due to 

violence during the last year. In late 1973, the Government passed a 
new investment law setting forth its rules of the game regarding foreign 
investment. By June 22, 1974, foreign-owned companies in Argentina must 
have decided whether they wish to operate under this law, or continue 
under previous relevant statutes. Companies opting for the new law 

will have to negotiate a restrictive contract with the Government, 

while electing to continue under existing statutes almost certainly will 
mean additional taxes on foreign exchange remittances. Many observers 
feel the new law does not offer sufficient incentive to attract foreign 





investment in the context of the present political and overall econo- 
mic situation. 


In summary, the Argentine gross domestic product should grow at a good 
rate in 1974, based to a large extent on favorable foreign sector trends, 
but many facets of the domestic economy appear increasingly uncertain. 
Unless measures are taken to stimulate the private sector, production 

and growth will be adversely affected. The main problems for the future 
are encouragement of private and foreign investment, control of inflation, 
maintenance of political stability, and measures to deal with political 
violence. 


Implications for the United States 


Prospects for U.S.-Argentine trade remain relatively good in many areas, 
even though the overall picture contains some negative elements. The 
excellent growth of foreign exchange reserves mentioned above should 
logically result in some loosening of general administrative treatment 

of imports, if not in any significant lowering of the high trade barriers. 
Slowly, official policy may be moving towards the view that what is 
needed is not additional monetary reserves, which are steadily losing 
purchasing power, but to rebuild very low stocks of imported raw materials 
and intermediate goods, as well as to replace depreciated capital equip- 
ment. In addition, the Argentine Government's export promotion program 
has succeeded in evening out the traditionally negative balance of trade 
with the U.S., as our imports of Argentina's manufactured products 

have expanded remarkably. Thus, a factor is being removed which succes- 
sive Argentine Governments have held to be of great importance and which 
has adversely affected the official attitude towards expanding imports 
from the U.S. 


Almost invariably, price and wage controls, especially if they are con- 
tinued for a considerable time, cause increasing economic distortions. 
Argentina is no exception. However, some evidence is beginning to appear 
of flexibility in the administration of the controls, although at the 
same time there is a tendency towards proliferation. Some price increases 
have been permitted, particularly for the relief of some of the companies 
which have been losing money. Very recently, the Government announced 
that consumer products in short supply would be imported, if necessary. 
We understand that one of the duties of the newly-created Office of 
Critical Materials will be to recommend reduction of tariffs (normally 
quite high) on raw materials and intermediate products which are subject 
to shortages. This is of particular importance in connection with in- 
puts for exports. Nevertheless, it has been found difficult by most 
companies to secure duty reductions even on modern machinery to produce 
for export, because local producers and manufacturers with similar but 
often low quality or less productive materials or equipment, urge the 
Government not to grant such duty reductions. Businessmen may well 
become less willing to build up stocks even to normal levels in the 





face of a recent warning by high level Government spokesmen that "specu- 
lating" (which can be interpreted to mean failure to sell stocks or 
manufacture products for sale at official prices) will subject their 
companies to Government take-over. In addition, a bill now in Congress, 
if passed, would give the Government very extensive powers to require 

or prohibit almost all normal commercial activities firms are now 
engaged in and to set prices and profit margins at all stages of the 
productive process. 


In the "Three Year Plan", the Argentine Government has set for itself 
many important tasks. What is now needed is a clear indication of which 
of these aims and projects are to be accomplished in what time frame. 
Most new Government spending in the past year has not been for capital 
projects, but rather for increased current expenses. The "Three Year 
Plan", with its vast capital spending plans, indicates that the Govern- 
ment is beginning to move out of this stage, in which large numbers of 
people feel themselves directly benefited by short term measures, and 
into the capital accumulation stage, in which the benefits are far 
greater over the long term. This is, of course, very difficult politi- 
cally for a government which has set "redistribution of income to wage 
earners" as one of its main goals. However, we see some visible move- 
ment in this healthy direction. 


A number of large projects have been announced and many are moving through 
the preliminary stages. In the absence of significant new private invest- 
ment, government agencies and corporations will continue to be by far the 
largest potential customers for U.S. exporters, especially of capital equip- 
ment. Selling to the Government, however, is likely to become more diffi- 
cult for U.S. firms. It appears that the Government intends to divert 

a Significant portion of its purchases of capital equipment to new sources, 
principally the Eastern European countries and possibly Italy. Some 

such purchases may be made by direct contracting rather than by interna- 
tion calls for bids. In many cases of international calls for bids, 

all bids have been rejected and the Government has awarded the contract 

on the basis of negotiations with one or more of the bidders Even where 
the bid process runs its normal course, U.S. firms may find themselves 
facing competition on non-commercial terms, such as the 4 1/2% financ- 

ing offered by the Soviets in the recent case of the Salto Grande hydro- 
electric project. 


To have a reasonable chance of overcoming such formidable obstacles, a 
U.S. firm must have a local agent or associated firm which is experienced 
in dealing with Government offices and State enterprises. A U.S. firm's 
chances will be materially improved by bringing this Embassy in at an 
early stage and permitting it to bring its resources to bear on the 
problem. 


The major projects now in sight which appear to offer the best opportuni- 
ties for imported equipment are in the fields of: power generation and 





transmission; petrochemicals; steel making; shipbuilding and shipyard 
construction; oil exploration and drilling; fishing and fish processing; 
and port construction. There are a number of other fields needing 
increased sales efforts, both in the private sector and to the Government. 
These include printing and graphic arts equipment; scientific instruments; 
advanced medical and hospital equipment; process control instruments; 
textile machinery; machine tools; and food processing and packaging 
machinery. 


The Argentine market for imports will probably continue its expanding 
trend. Imports in 1973 went over $2 billion dollars for the first time, 
and promise to be considerably higher in 1974. A trend noted in 1971 and 
1972 towards a declining U.S. share of the market seems to have leveled 
off. But it will take considerable effort and close cooperation on the 
part of U.S. industry and Government to reverse the trend and recover 

the 25% share we attained in 1969-70. 
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